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FAIR DEAL FOR RURAL AMERICA: FIXING
MEDICARE REIMBURSEMENT

MONDAY, APRIL 4, 2003

U.S. SENATE,
COMMITTEE ON FINANCE,
Des Moines, IA

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. I thank everybody for coming, particularly for
the promptness of people being here. And more importantly, I have
to thank you, the people that have worked so hard to put testimony
together.

Before I forget it, there are people who need to be thanked for
helping us set this meeting up, and one is Marty Weise of the his-
torical society for helping us put together the building, the facilities
and all of that. And then we have here on my right Terri Orrante,
who is with Cassady Reporting, because this is an official meeting
of the Senate Finance Committee, and everything is taken down.

And in a few months, I don’t know how long, but if any of you
are interested in a complete transcript of what evolves at this hear-
ing, you can get that by contacting me or the Senate Finance Com-
mittee staff in Washington, DC, once the final transcription is put
together.

Let me also say that it’s a real privilege for me to have the op-
portunity to chair the Senate Finance Committee, a committee that
has jurisdiction over taxes, trade, Social Security, Medicare/Med-
icaid, welfare, and some other things. And it gives me a wonderful
opportunity to help set the agenda in Washington. I wish it also
gave me the opportunity to guarantee that anything I wanted to
get done could get passed. I have one vote like everybody else has
and, obviously, leadership and building from one vote up to 51
votes to get a bill passed. In some cases, as you know with the fili-
buster in the U.S. Senate, it’s a case of building up to 60 voters
if you want to ever get to finality.

So as chairman, I feel I have an opportunity to keep this Medi-
care equity issue on the senate agenda, and I intend to do just
that. I would hope that there are interests in other States that are
interested in the Medicare equity issue as well that will help us
along to influence their respective senator to get to the necessary
51 votes.

Sometimes, as chairman of the committee, you think, well, you
can get anything done you want to get done. I thought I brought
some reality to the U.S. Senate Thursday night when I promised
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some of my colleagues, because we needed two more votes in the
U.S. Senate to get the budget passed, that I would make sure that
we didn’t have tax cuts of more than $350 billion. Without that we
wouldn’t have a budget. When you have a vote of 50/50 and you
have to bring the vice president in to cast a tie-breaking vote, you
know things are tight.

So I made that agreement not just because of the tax cut issue,
but because the budget set aside §4OO billion for Medicare improve-
ment/prescription drugs for senior. And in that pot of money was
the direction to work on the Medicare equity issue. So for a lot of
reasons, I think the Congress ought to have a budget. Some of my
colleagues maybe thought we’d be better off without a budget, but
I don’t know how you have fiscal responsibility in Congress without
a budget.

But after that decision I made on the tax issue, and you some-
times think as chairman of the committee you can really get things
done, the speaker of the house said Senator Grassley’s irrelevant
as far as taxes are concerned. Well, I hope I was relevant enough
to get the necessary votes so that the republicans can do what we
promised in the last election, to provide a budget. Put the point of
the matter is, we need the prescription drugs issue, the Medicare
issue as a locomotive to move along with what we’re talking about
here today.

So I thank all of you for coming to this official hearing of the
U.S. Senate Committee on Finance. The purpose of our hearing
today is to discuss one of the most pressing issues in Medicare
today, particularly in rural America, Medicare equity. We want to
better understand how and why Medicare underpays health care
providers in rural America, and we want to better understand what
we can do about it.

Our testimony today will focus on the situation here in Iowa, but
it’s not unique just to Iowa because there’s 30 States, most of them
rural, that are below the national average. But I'm sure everyone
here knows unfair Medicare reimbursements not only affect Iowa,
but it has an impact on our Medicare beneficiaries through poten-
tially reducing access to health care services. It also affects our
businesses through higher health insurance costs for employees.

Many of our hospitals lose money on every Medicare patient. Our
physician’s clinics are having difficulty recruiting young physicians
because they can’t afford the level of compensation these physicians
are offered in other parts of the country.

Our businesses find that the cost of health insurance they pro-
vide for their employees is higher because health care providers
must charge non-Medicare patients more because—to make up for
the shortfall of Medicare. Businesses end up spending more in ben-
efits and less on improving their businesses, hampering their abil-
ity to compete nationally and now even globally.

To help us understand these issues and what to do about them,
we've convened two panels of very knowledgeable, experienced peo-
ple. The first witness, Gail Wilensky, who serves as the John M.
Olin Senior Fellow at Project HOPE, she analyzes and develops
policy relating to health reform—health care reform. But particu-
larly, I wanted Dr. Wilensky here because she served as Medicare
director under the first president, George Bush. Secondly, we have
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Nancy-Ann DeParle, who serves as senior advisor for JP Morgan
Partners and as commissioner for the Medicare Payment Advisory
Commission, which also advises Congress on Medicare payments.
Ms. DeParle did serve as Medicare administrator under President
Bill Clinton. And in that particular capacity I had the honor of
working with her as we tried to bring about changes and enforce-
ment of nursing home laws in the United States to make sure that
we had safe places for people in nursing homes. Maybe not a prob-
lem in Iowa, but we sure found it at that time a problem, for in-
stance, in the State of California, where 29 percent of the people
had situations of jeopardy. And she has moved that along a long
place, and I thank you for that, Nancy.

Both Ms. Wilensky and Ms. DeParle will provide history and con-
text for Medicare’s payment policies in rural areas and, more spe-
cifically, in Iowa.

Now, our second panel is Dave Holcomb, who serves as president/
CEO of Jennie Edmundson Hospital in Council Bluffs and is chair
of the Towa Hospital Association. Mr. Holcomb will discuss how
Medicare’s reimbursement policies affect the ability of hospitals to
provide high-quality care.

Dr. Michael Kitchell, neurologist, McFarland Clinic, Ames, cur-
rently serving as board member and president of the clinic. Dr.
Kitchell will discuss how Medicare payment policies shortchange
physicians.

Our next witness, Mike Earley, who serves as president/CEO of
Bankers Trust in Des Moines. Bankers Trust is the largest inde-
pendent bank in the State of Iowa, and he will discuss how Medi-
care payment policies affect business development.

Finally, our last witness, John Forsyth, serving as chairman and
CEO of Wellmark Blue Cross and Blue Shield of Iowa and is CEO
of its subsidiary, Wellmark Blue Cross and Blue Shield of South
Dakota. Mr. Forsyth will discuss how insurance carriers deal with
the impact of low Medicare payments.

At the end of the hearing, as we indicated in press releases, if
time permits, I'd like to take a few questions in writing from the
audience. If you have questions that you would like me or other
panelists to respond to, please write them as legibly as you can on
the index cards that we’ve distributed. And if you would like an an-
swer—and if you would like an answer to your question and we
don’t get to it orally, I will try to respond in writing, if you'll leave
your name and address on the card.

We'’re ready to start with Ms. Wilensky. And everybody will have
their full testimony because we expect everybody to put reams of
testimony for us for the record. We've asked each to summarize 5
minutes. And the red light would indicate, as you folks know from
Congress, to please summarize. For those of you that are new to
the process, I just ask you not to necessarily stop but to summarize
as quickly as you can the last thoughts that you have so that we
can keep on time. Ms. Wilensky?
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STATEMENT OF GAIL R. WILENSKY, JOHN M. OLIN SENIOR
FELLOW AND CO-CHAIR OF THE PRESIDENT’S TASK FORCE
TO IMPROVE HEALTH CARE DELIVERY FOR OUR NATION’S
VETERANS PROJECT HOPE, BETHESDA, MD

Dr. WILENSKY. Thank you, Mr. Chairman, for inviting me to ap-
pear before you. As indicated, I'm currently at Project HOPE. I'm
going to be drawing on my experiences as the administrator of the
Health Care Financing Administration in the first Bush Adminis-
tration and also my 4 years of chair of the Medicare Payment Advi-
sory Commission.

I'm going to focus on issues of geographic variations and talk
about variations in Medicare payments per seniors. I want to talk
a little bit about Medicare payments to physicians and institutional
providers, what the lower spending in Iowa means for Iowa seniors,
what it means for business. And I'll try to reward a higher quality
of providers in the 5 minutes you’ve asked us to.

First let me say a few words about geographic variations in
spending by Medicare. I know Nancy DeParle will also cover some
of these issues. There are two type of geographic variations in
Medicare payments that are frequently discussed. The first is the
variation in Medicare payments per senior, and the second is a var-
iation for Medicare payments to physicians and institutional pro-
viders. These are related to each other because the payments to
physicians and other providers is a part of what makes up the vari-
ations in spending per senior. It’s not the only thing, but it is part
of the variation.

So let me go back and start talking about the variation in Medi-
care payments per seniors. There’s been a lot of attention in Iowa
on this issue. Unfortunately, the most attention has been to a
measure that does not, in fact, show what it purports to show. The
measure that has been most commonly cited is cash receipts to
Iowa providers divided by the number of Iowans who are on Medi-
care in somehow trying to claim that this shows what Medicare is
spending per Iowa senior, approximately per Iowa senior, plus the
other people on Medicare.

The reason it’s not a good measure is that some people leave a
state to go get their services, and other people come in. And you
need to make adjustments for that out-migration and in-migration.
In Iowa it’s particularly important both because the number of sen-
iors leave during the winter and receive health care outside the
state, and some people go to some of the health centers nearby,
particularly the Mayo Clinic. Others comes in, but in balance, more
people leave than come in.

And so in looking at cash receipts to the Medicare to the Iowan
providers per Medicare beneficiary, rather than looking at Medi-
care spending per beneficiary gives you a distorted notion of what’s
going on. And, in fact, when you look at the more proper measure
of Medicare spending per beneficiary in Iowa, what you find out is
tl;)at Iowa is about 35th and not this 50th that has been banning
about.

Now, that is a serious issue, but it’s important for people to get
off this measure of cash receipts. It’s unhelpful to have any discus-
sion. The question that people in Iowa might ask and it’s one the
people in Utah might ask, and one the people in Oregon might ask,
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is why do we spend less per beneficiary in our state than other peo-
ple. And the answer really to two-fold. Part of it has to do with the
cost of providing services. It’'s about percent. And the majority 54
percent has to do with the number of services that are used.

So what is it that is going on in terms of use of services? Well,
what we know is that people in Iowa use fewer services. Physicians
have a more conservative practice style. People in Iowa are
healthier. It may be that people in Iowa also seek care somewhat
less than people in other States. It’s harder to tell. We know for
sure that the practice style and the healthier status causes lower
use. And so part of what happens is, understanding that there is
lower use, this is going to have repercussions for business commu-
nity. And I'll get to that in a minute.

What has become more controversial for hospitals and physicians
has to do with the lower payments that are received. And it hap-
pens because there is an adjustment made for wages and for other
costs of providing services. Now, this has been a controversial area,
and there have been attempts to try to help rural physicians and
hospitals. The resource-based relative value scale, which was intro-
duced when I was the administrator, was a distinct strategy to try
to help these primary care physicians and rural physicians relative
to specialty physicians and urban physicians. And, in fact, if you
look at the data, there was relatively larger increases to those two
groups than to the specialist than to the urban areas. And there’s
been a number of attempts to try to help rural hospitals. Nancy-
Ann DeParle will talk about some of the MedPAC recommenda-
tions. I'd like to say that I support the four recommendations that
MedPAC has made with regard to helping rural hospitals such as
low-volume adjustment.

Two quick points. I see my light is on. I'd like to mention for
business that although the concern has been raised as to whether
they’re spending more, actually the same reasons that Medicare
spends less in terms of fewer services ought to help, not hurt busi-
ness. Conservative practice styles by physician will help business,
and the healthier status of Iowans will help business. The question
has to be with cost shifting. That is less than half the reason for
lower spending. And it’s under dispute as to whether this really
goes on. It depends very much about the competitive nature of the
various marketplaces and the relative power between the provider
groups and the institutions that are providing care.

With regard to the Iowan seniors themselves, there’s a lot of rea-
son for saying that because there is lower spending, they can lower
cost sharing. The MedPAC policies tend to be lower, and the actual
paid dollars into the HI trust fund tends to be lower because wages
are lower here as well.

So finally the question is, is there a way to try to reward States
like Iowa that traditionally have not only lowered spending but, in
the studies that have been done, suggest Iowa is higher quality
both in terms of the studies of quality improvement indicators that
CMS has done, and in some other studies showing that higher
spending is not traditionally associated with higher quality care?
And this is an idea that I've already bounced off some of you on
the provider panel, that because Iowa historically has an extensive
data collection system for at least the 20 years that I know about,
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it might be possible to structure a demonstration with CMS to see
whether or not there is a way for the reward places like Iowa that
are low cost, that are high quality, and see whether or not the in-
formation systems might be used for this purpose.

Now, Medicare is a price-administered system. It seems to be
quite rigid. It’s spent the last 20 years trying to find the right price
for physicians and hospital services. So it doesn’t do this easily, but
both the centers for Medicare and Medicaid services and MedPAC
have shown an interest in trying to pay for quality, and maybe
Towa can help.

The CHAIRMAN. Thank you, Dr. Wilensky. Now Nancy-Ann
DeParle.

4 [The prepared statement of Dr. Wilensky appears in the appen-
ix.]

STATEMENT OF NANCY-ANN DEPARLE, SENIOR ADVISOR, JP
MORGAN PARTNERS, COMMISSIONER; MEDICARE PAYMENT
ADVISORY COMMISSION, WASHINGTON, DC

Ms. DEPARLE. Thank you, Mr. Chairman. It’s a pleasure to be
here today in Des Moines. As you know, I was the administrator
of the agency that was formerly called the Health Care Financing
Administration, now called CMS, from 1997 to 2000. And I want
to tell you again it’s good to see you and that I enjoyed very much
working with you on the issues around Medicare and its bene-
ficiaries.

I found you were always fair. You and your staff are always fo-
cused on the beneficiaries first. I still have on my desk now a post-
er that you presented to me when I met with you the first time.
I don’t know if you remember this, but you did a poster with all
the things you were expecting me to do. I want to tell you, though,
some people might do that and you never hear from them again.
But, Senator Grassley, and I don’t think you were chairman of any-
thing at that point, well, Aging Committee, I guess, but certainly
you weren’t chairman of the Finance Committee, but you continued
to take me to task on those issues on that chart. And as I said, I've
sort of kept it as a reminder of what someone who’s focused can
accomplish, and we did get a lot done.

I'm now a member of the Medicare Advisory Commission which
Gail Wilensky was the founding chair. I'm here speaking on my
own behalf, MedPAC has a number of members who are in various
areas, and we can only speak as a group. But I'm going to be draw-
ing on the analysis that MedPAC has done to give you some more
details, I guess, to drill down a little bit of some of the details
about the variation in per capita expenditures.

MedPAC is interested in this issue, and I myself have been inter-
ested in it for some time coming from more of a rural state myself
in Tennessee: Why are there differences in Medicare spending and
whether those differences—if they are at the state level or at the
county level, I'm going to suggest that that is an appropriate way
to look at it as well—whether they raise concerns about Medicare
beneficiaries in lower spending areas, whether they’re getting the
kind of care, quality of care, they need, and whether care is really
being sufficiently provided in the higher payment areas. That’s
something on which Senator Grassley has been among the hardest-
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working members of the Senate, whether we are doing things effi-
ciently and with integrity. The issue raises a lot of questions that
need to be raised. We’re now looking at Medicare’s future. It’s al-
most 40 years old. And it has been a wonderful program, helped
a lot of people. But if you look at things like variation in spending
and quality, you have to ask some questions. And I'm going to be
very interested in hearing from our colleagues on the provider
panel to take back some of their concerns to my fellow commis-
sioners on MedPAC about what they’ve seen.

As I said, MedPAC staff has done a number of analyses to try
to answer the questions that are raised here. And as Dr. Wilensky
pointed out, one of the measures that’s often used to look at this
issue is really one that is very misleading. That’s where you take
the—Dbasically the cash receipts that providers of the state receive
and divide that among the number of beneficiaries and decide from
that, well, Iowa is 50th and Tennessee is 40th or whatever the
number might be.

That measure, as Dr. Wilensky pointed out, is flawed on several
dimensions. One, it doesn’t account for beneficiaries who might go,
say, from Iowa to Omaha, Nebraska, or to the Mayo Clinic or the
other places to receive care. That measure also can include some
other things that probably should be included here, like payments
to Medicare HMOs, and it doesn’t account for payments that pro-
viders in a state receive in a year; rather, it should be accounting
for the payments that result from services provided to beneficiaries
in a year.

So MedPAC staff has developed an alternative way of looking at
this, a different measure, which we think is better. And using that
measure, MedPAC derived the national average expenditure per
beneficiary of around $5,360, using the most recent data available,
which is 2000 data. For Iowa the average expenditure per bene-
ficiary is about $4,200. So there is a difference. So let’s just spend
a couple minutes talking about what that difference is. And it drills
down to some of the details that Gail alluded to.

There’s two sources of spending differences. The first is the cost
of providing services as reflected in the prices that Medicare pays
for services. Medicare is an administered-pricing system. They try
to get prices right for a base price, and then there’s adjustments
made around that based on the local area. And the most important
cost determiners are what are called input prices in a local area.
That basically means things like the rent as charged in the local
area, the salaries and wages paid to nurses and other allied health
professionals. Those things reflect basically the cost of living in an
area.

Another factor in the cost of providing services is the mix of the
provider. There you’re looking at, there are a lot of teaching hos-
pitals, hospitals that train medical residents. Do the hospitals pro-
vide services to a large number of Medicaid beneficiaries? If those
two factors are there, hospitals receive substantial additional Medi-
care payments. And if you add those two factors together, the local,
sort, of cost and the additional payments, you can account for al-
most $550 of that $1,200 difference that I mentioned between the
Towa and the national average spending per beneficiaries.
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The other big source of the spending difference is the quantity
of services that beneficiaries use. And here, again, Iowa is dif-
ferent. There’s about a $650 difference between Iowa and the na-
tional average. And it stems from the fact that Iowa beneficiaries
in general are healthier than the national average. And MedPac
now estimates about $200 in the difference comes from that.

I couldn’t help noticing, Mr. Chairman, on the way from the air-
port yesterday all the folks out running, walking, exercising. And
it was sort of evocative to me of this difference that statsiticians
are seeing in the data. The remaining $450 of the difference
MedPAC staff believes is probably attributable to other factors
such as those as Dr. Wilensky alluded to; for example, a more con-
servative practice pattern among providers here in Iowa who fur-
nish care to Iowa beneficiaries and/or a lower propensity to use
those services by beneficiaries here.

MedPAC took its analysis one step further and weighted each
state by its medical population so that beneficiaries in the less pop-
ulous States would not count more than those in a more populous
state with the idea being that it should be the beneficiary that
we're really focusing on. And when you look at the beneficiary-
weighted States, according to their relation to the national average
spending per beneficiary, you still find a large variation. But on
this measure Iowa is at 78 percent of the national average. It’s
about 8th lowest, and it’s clustered with about 15 other States,
States like Wisconsin, Minnesota, Maine, New Hampshire, which
strikes me as being probably correct because those States seem to
have some similar characteristics to Iowa in that they tend to have
healthier population, and they tend to have a more conservative
practice pattern.

Now, we’re still at the very beginning of this analysis, but
MedPAC staff has found that if you adjust for these factors I men-
tioned—the impact of input prices, health status, special hospital
payments that some States receive quite a bit of and others like
ours don’t—you really can help to explain this variation. You get
a distribution that shows much less variation. Iowa’s still below the
100 percent of the average. Iowa’s more like 90 percent of the na-
tional average.

I do think it’s important—and I wanted to touch on this before
finishing here—to also look at quality. MedPAC and the people
who are studying this issue about the geographic variation, are
also interested in whether Iowa beneficiaries are getting better or
lower quality of care on average. And I suppose I should be con-
gratulating the representatives of providers here in Iowa because,
in fact, the evidence that CMS has shows that beneficiaries here
are getting better quality services. It’s interesting from what
MedPAC staff has done so far, the quality tends to vary inversely
with the amount of services that are provided. And that is really
food for thought along the lines of what Dr. Wilensky was sug-
gesting. Perhaps we should be rewarding the States where the pro-
viders are being more conservative, giving the people what they
need, resulting in a better quality of care and better health status
for quality Medicare beneficiaries.

There ought to be a way to reward that as opposed to rewarding
people for providing more and more and not providing benefits to
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the beneficiaries. And, as Dr. Wilensky pointed out, Iowa bene-
ficiaries have one of the lowest levels of cost sharing in the nation.
That, of course, also goes along with lower spending on providers
who provide more conservative care. More conservative practice
pattern means that beneficiaries will have lower cost sharing.
They’re also more likely in Iowa to have Medigap for supplemental
insurance. Our data States about 97 percent of the Medicare bene-
ficiaries in Iowa have that, and they pay less. They pay on average
about $1,300 for medical costs versus $1,500 nationally.

So this is a very complicated issue. It has many aspects and
many layers, like peeling off the layers of an onion. But what I can
say to you, Mr. Chairman, is that MedPAC stands ready to con-
tinue working with you to try and address the concerns that you
and others in Iowa have, and I personally will do everything I can
to help with that. Thank you.

[The prepared statement of Ms. DeParle appears in the appen-
dix.]

The CHAIRMAN. Well, thank you very much. Let me ask two or
three questions of this panel before we go to the other one. This
gives us a chance to hear this from the national perspective. Our
second panel is going to have an opportunity not only to present
their testimony to the Senate Finance Committee, but also we have
two outstanding policymakers here on this issue, and we’ll be able
to address Iowa’s concerns to them as well.

To both of you, you've made the point that low utilization and
low intensity of services relative to other States accounts for a big
part of the difference in Medicare reimbursements received by Iowa
doctors and hospitals compared to other States. Basically, we do
have a chicken-and-egg question here, and let me explain that. Is
it the low reimbursement that prompts physicians and hospitals to
treat Iowans less frequently and would lower intensity services
than physicians and hospitals do in other States?

Dr. WILENSKY. There’s a notion of practice style of physicians is
an interesting long-observed phenomenon, basically started back
with Jack Lindberg in the early 1970’s. I don’t know that we know
exactly why, although those diagnoses that are less certain or
symptoms that have less agreed-upon procedures associated with
them tend to be associated with greater variations in how physi-
cians treat them. So we know, particularly when you look at a
county level, easier when you look at a state level, that there are
variations in how individual physicians treat different kinds of
medical conditions. Medicare since its inception has tried not to in-
fluence directly how physicians practice medicine prior to being in-
corporated to allow for local decision-making by physicians in terms
of how to treat patients. It has a very big part as an explanatory
factor as to why services are used so differently around the coun-
try. A very interesting study that I commented on is the analysis
of internal medicine in February of this year, looked at three med-
ical conditions, very carefully looked to see what happened in the
high-spending versus low-spending States. And basically they
found no better quality of life or quantity of life mostly increased
discretionary expenditures that were going on in the high-spending
areas.
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The tough part is do we want Medicare to start telling physi-
cians, other providers of a fair institutional right or other providers
that it will only pay for certain types of services even though they
may fall within the medically allowable variation. And that’s the
rope. It’s why trying to reward the places that have high quality,
low cost as opposed to telling physicians that they will not be reim-
bursed if they provide in certain circumstances or if they provide
volumes of services, a lot of it is discretionary volume. It is an issue
of how to stop it if you don’t want to tell physicians what they can
and cannot do, which starts to get very sensitive. I'm sure Dr.
Kitchell will have his own views on that.

I think the very question is how do we reward the same effects
that we know goes on as opposed—because the policy levers of how
to stop aggressive practice style start getting very unsettling be-
cause of the pressure that will put on the senior or because it will
start telling physicians how to practice medicine, which is some-
thing they tend to frown on.

The CHAIRMAN. One way is, of course, the quality factor in the
formula.

Dr. WILENSKY. As that is, you know, as you know, my whole 4
years at MedPAC I was startled constantly how complicated these
administrative price procedures were. I thought I understood them
having been the head of HCFA, as it was then called, but I was
always surprised at how complex these government set prices are.
It is something that is being talked about. But because there’s a
lot of uncertainty about what exactly is quality, and if it means
somebody else’s money, people are going to start getting very ag-
gressive about putting their kind of measure in as opposed to some
other. But I do think that Iowa, because of its unusually rich data
system, might be able to help CMS see whether or not there are
ways to reward high-quality, low-cost States over others.

The CHAIRMAN. Let me ask Nancy-Ann another point. Your
statement mentioned at several points that components of the
Medicare formulas that are used for Iowa don’t differ greatly from
those used in neighboring States—I think you mentioned Ne-
braska, Missouri—and that Iowans on an average use the same
amount of services than neighbors in other States. But doesn’t that
just beg the question which is whether the reimbursement for-
mulas for all those States are adequate or fair at all?

Ms. DEPARLE. Well, I think what it suggests is that there do
seem to be some similarities among those States both in the local
cost of living sort of factors, the hospital factors that account for
such a large proportion of the variation, as well as the propensity
of the population to use services and the way that providers prac-
tice.

I think that if you look at the data—I didn’t get a chance to get
into this in my oral discussion, but my written statement does. If
you look at the data across the country on a county level, what’s
interesting is that even within Iowa, for example, despite the dif-
ference, there’s a pretty wide swing among counties in Iowa. And
I provide some of the details of that in my written statement. So
even if you dealt with the state level variation, you'd still probably
have variation at the county level.
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And I think I agree with Dr. Wilensky. When Medicare was
begun, one of the big controversies was, was the Federal Govern-
ment going to start telling physicians how to practice, was it going
to tell Dr. Kitchell, yes, you can perform an MRI, or no, you can’t?
And in general, we've tried to avoid doing that. We've tried to allow
more discretion to the individual physicians to make those kind of
clinical judgments. So if there was some way to direct clinicians to-
wards answers that we have clinical confidence in, would produce
a better result for beneficiaries without getting into cookbook medi-
cine or telling them what to do, that would be maybe the right di-
rection to go in. And I think it would be wonderful if we could fig-
ure out a way to do a demonstration here in Iowa for that kind of
thing, and it would speak for the other States that are similar.

The CHAIRMAN. Let me ask one more question before we go to
our second panel. And you’re going to hear, as I've heard from the
last several months, from other people in Iowa. And I think you’ll
hear it from a couple people, particularly Mr. Forsyth and Mr.
Earley, taking off on the point that Dr. Wilensky made, that Iowa
businesses get a pretty good deal from Iowa providers because of
our providers’ conservative practice style and higher quality of
services and thereby face lower costs than businesses do elsewhere.
But it seems to me that we still have the question of whether or
not non-Medicare payers pay more because Medicare pays rel-
atively less.

Could you comment on this assertion that there’s a substantial
cost shift for Medicare underpayment to other payers in Iowa,
which seems to me to be obvious since there’s no free lunch.

Dr. WILENSKY. Well, being able to document cost shifting has
been proven to be much more allusive than people would tend be-
cause you are left with one of the questions, if you could charge
higher prices before, say, Medicare reduces payments, why weren’t
you? Why did you just respond when Medicare didn’t if you had
such complete control as to what you could charge the private sec-
tor? And why the first interest of a hospital might well be that if
the increase in the Medicare reimbursement is less than what they
thought it would be, to see whether or not they could up their rates
to the private sector, the question is, is the private sector going to
tolerate that or not, and why—whether or not this goes on at all,
which is very hard to document, seems to depend on the relative
power of the paired community versus the provider community and
how competitive these various places are.

Let me make one other suggestion because it gets a little sen-
sitive to places like Iowa, which has been very proactive in taking
advantage of a program that I was around when it started. That
was the so-called initially the MAP program in Montana. The dem-
onstration then was called Reach and Peace, the outreach program,
now it’s critical access hospitals. It’s a very important way to try
to help small hospitals that were not viable as full-service hospitals
become something else that they might be viable at so as to help
rural communities.

I still think it’s a very good idea in principle, although it seems
to have expanded far beyond what was initially thought of in the
late 980’s when it started in Montana and when it was the essen-
tial access and primary access hospital program and even when it
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was early on in the critical access program. It is possible that there
are problems that Medicare can’t fix. If you've got a very small hos-
pital with a low occupancy, you really need to think hard about the
trade-offs in terms of what it is you’re trying to do. And the same
way, unfortunately, for some areas which youre getting into re-
cruiting physicians. There are some problems that Medicare can’t
respond to, and in an age of rapid communication and tele-medi-
cine, other ways to try to—either add the service to the person or
the person to the service to be sure we’re taking the most sensitive
strategy.

Again, I'm very supportive of the principle of the critical access
hospital. But because there has been billing away some of the ini-
tial criteria as to what would determine if you were a critical ac-
cess problem, I think we may have even created some of the prob-
lems now that we’re facing. I urge people who are trying their best
to get good quality care to think about this issue about whether
this bill is a Medicare issue or whether it’'s a different issue that
we’re facing.

The CHAIRMAN. Now we have the opportunity to hear from our
panelists of experts from Iowa, and we’re just going to go from one
right to the other. And then when all four are completed, we will
have—TI'll have questions of them, maybe some back and forth here
before we take questions from the audience. I think it will be in
the order of Mr. Holcomb, Dr. Kitchell, Mr. Earley, and then Mr.
Forsyth. Go ahead.

STATEMENT OF DAVID M. HOLCOMB, PRESIDENT AND CEO,
JENNIE EDMUNDSON HOSPITAL, COUNCIL BLUFFS, IA

Mr. HoLcoMB. Thank you. Good morning. I appreciate the oppor-
tunity to testify. I'd like to preface my remarks by saying you've
just heard some very compelling testimony in the difficulty of
measuring this on a per beneficiary basis; all true. Perhaps a more
generally accepted way of looking at it, one which I'm equally com-
fortable with, is the whole concept of margins. What I'd like to
point out is my remarks don’t depend on that. Either way we’re not
going to save the boat.

I'm here as a representative for all 116 Iowa hospitals, about
70,000 who people make their living serving in hospitals and about
60,000 volunteers who show up every day and do the very best to
serve their communities and their hospitals.

I want you to talk very plainly about the Medicare in Iowa.
Medicare and its payment policies cheat Iowans. I say that because
the program continues to utilize high-quality, efficient providers
like Iowa. The system as it now stands flies in the face of common
sense and is an affront to any reasonable concept of fairness. How-
ever, there’s a lot more wrong with Medicare than that.

It’s also wrong because low payments do, in fact, drive up the
cost of providers and thus other insurance. It’s wrong because hos-
pitals and physicians are now having to decide when and how to
curtail services and limit access. It’s wrong because physicians
have got very much of these same problems. It’'s wrong because
were at a tremendous recruiting disadvantage, particularly
amongst neighboring States with considerably better reimburse-
ment. It’s wrong because we've got a health care system that’s
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known for its quality and cost-effectiveness, and we still find our-
selves subsidizing States where that is not true.

Medicare has become an unfair burden on the Iowa economy.
Our hospitals offer deep and constant wellspring of opportunity
and service that attracts young, well-educated professionals and
their families. A financially stable health care system is critical to
supporting existing business and to attracting growth to Iowa.
Good health care provided by well-supported hospitals and physi-
cians is a large and irreplaceable block in the foundation that de-
fines quality of life for Iowans.

The current unfair system is cracking and weakening that block
the future creating instability and seriously threatening Iowa’s fu-
ture. Today my hospital loses about 20 cents on the dollar each
time we treat a Medicare patient. In our skilled nursing unit we
lose 74 cents on the dollar, and those issues—those numbers are
from CMS. Unfortunately, it’s very typical. All told, Iowa has the
worst Medicare margin in the country and is losing approximately
$80 million a year to the program. Hospitals do, in fact, have to
cover that cost. They can only increase private sector fees or in-
crease taxes. Iowans end up taxed twice for Medicare and forced
to subsidize the program elsewhere. Significant changes can be
made to that payment, which would begin to make it fair to Iowa.

First, we need to authorize full inflationary updates of Medicare
payments. That’s only reasonable. Second, the base payment
amount just got adjusted by 1.6 percent. That needs to be made
permanent. Third, the wage index; major, major fault. It’s applied
to 71 percent of hospital payment, although it’s unquestioned that
only about half of hospital payment is related to wages and bene-
fits. Every hospital in Iowa is cheated soundly by that lack of re-
ality in the formula.

Finally, let’s create a Medicare system that really does reward
high-quality, cost-effective health care. It should seek and reward
value, just as consumers do everywhere else in the American econ-
omy. Here’s how such a system might work.

States can be ranked on both per-beneficiary cost, overall quality
measures, substitute margin, if you want to. Hospitals and physi-
cians in States that have the best combined scores, that is, the best
quality at the most reasonable cost, would receive a 5 percent add-
on as a reward for outstanding performance, entirely consistent
with Congressional intent.

Members of Congress and people with DHS and CMS repeatedly
have come to Iowa and told us how great the health care system
is and how unfortunate it is that it’s formulated in such a way that
we’re cheated rather than rewarded. That needs to change. It’s
time that Iowans, who've invested so much in their hospitals, who
depend so completely on the jobs and services they provide, that
our physicians provide, start seeing real equity to go with the kind
words.

Towa hospitals have illustrated a pathway to cost-effective qual-
ity. We need you to lead Congress toward a fair and equitable
Medicare system, Senator, and you can do it. Your Iowa constitu-
ents greatly appreciate your leadership and your commitment on
this. We're proud of your chairmanship of the Finance Committee
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and your relationship with the president. Tell us know how we can
help.

The CHAIRMAN. Well, that is very short and sweet. Thank you
very much. Very seldom do we have witnesses before the Congress
that finish within the 5 minutes. Dr. Kitchell?

[The prepared statement of Mr. Holcomb appears in the appen-
dix.]

STATEMENT OF DR. MICHAEL KITCHELL, MCFARLAND CLINIC
PC, AMES, IA

Dr. KircHELL. Yes. Thank you, Senator Grassley, for allowing me
this opportunity to address this critical issue to all Jowans, not just
the 475,000 Medicare patients that we serve. We physicians take
our responsibility for the health and lives of our patients very seri-
ously, and this issue of the inadequate Medicare reimbursement
has affected us greatly.

As you know, all physicians around the country have been bur-
dened by paperwork, regulations, compliance issues, such as
HIPPA. We see increasing cost overhead of our liability insurance.
Our liability insurance has sky-rocketed all over the country.

One of the other issues, though, that I'd like to address today is
the sustainable growth rate. This is a measure that was instituted
to try to keep a lid on physician costs. Physician utilization is a sig-
nificant part of the sustainable growth rate formula. The center for
Medicare services that Congress has actually admitted that there
have been major errors in the formula for this sustainable growth
rate, this is strictly cuts in physician reimbursement all across the
country. Fortunately, with Senator Grassley’s help, we have avoid-
ed the 2003 cut.

But our physicians in Iowa feel that we are victims of two pen-
alties: both the sustainable growth rate formula, which is flawed,
and also the geographical price cost indexing. Believe it or not, just
because physicians practice in Iowa, they’re paid significantly less
for the same services that we give to our patients compared to Chi-
cago, San Francisco, or New York.

These penalties that Iowa physicians are suffering from affect
our patient care. I'm part of McFarland Clinic, and there’s a stereo-
type that the physicians of a small town, just out of small popu-
lation that they serve—we at McFarland Clinic serve 300,000 pa-
tients. We have 300,000 charts of patients that we care for. Those
patients are affected by the problems that we have in recruiting
and retention of physicians.

In the last 2 years McFarland Clinic has had a significant
downsize. We've had three cardiologists leave. We’d had two der-
matologists leave. We’'ve had an opening from a neurosurgeon
leave. We've had an opening from an infectious disease specialist.
We’ve had an opening from a nephrologist leave. I could go on, but
I do think that the important issue here with regard to physician
payment is recruitment. We have a significant problem in recruit-
ing. We have 16 different physician’s positions that are open right
now, some of which have been open for four or five years because
we cannot recruit physicians here.

The Medicare burden of our physicians is greater than in most
areas of the country. We have a physician shortage here in Iowa.
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We have not only fewer physicians, we have to take care of more
Medicare patients. At McFarland Clinic we have 32 percent of our
patients in Medicare coverage. We have problems with recruiting
not only primary care but specialty care physicians. We have—in
the State of lowa we have one physician for every 622 people. In
Washington, DC, they have 171 patients per physician. In Massa-
chusetts they have 230 patients per physician. Our workload here
in Iowa is three and a half times as many patients per physician
than in Washington, DC.

This type of burden of Medicare and this shortage of physicians
to care for those patients is critical now. For example, in our com-
munity if we have a patient with a spinal cord injury or a brain
injury, they have to go to Des Moines for their care. That would
be like in Washington, DC, if you don’t have a neurosurgeon, you’d
have to go to Baltimore for your care. In Ames we don’t have a psy-
chiatrist who takes Medicare patients. So if you have a chronic psy-
chotic condition, you have to go to Des Moines. If you have a heart
attack in Ames and you need intervention cardiology, you must be
shipped to Des Moines 45 minutes away. Your heart in those 45
minutes may have quite a bit of damage.

These issues, therefore, not only affect physicians, they affect our
patients, patients in our communities. So what is a second penalty
that our physicians in Iowa face? We not only face the sustainable
growth rate formula, which, as I said, is a national formula, we
face these geographic price costs in those penalties.

Believe it or not, the physicians in Iowa get paid 30 percent less
for most procedures, whether it’s an office call, a surgical proce-
dure, or some other procedure compared to San Francisco or New
York. We get paid about 20 percent less than in Chicago. So when
we have a recruit—and right now we are recruiting more second
pulmonologists. We only have one pulmonologist. So we have our
potential pulmonary candidates come to us and say, “We get paid
20 percent less than Chicago for the same procedures, for the same
visits or consults for the patients. And by the way, what’s on-call
like?” You only have one pulmonologist, so in our McFarland Clinic
system you’ll be on call every other night. What is the cost of that
lifestyle, that cost of the on-call burden. We are recruiting a third
otolaryngologist. Our old otolaryngologist left. The cost to that
otolaryngologist coming is not only a 20 percent lower reimburse-
ment, lower fee schedule than Chicago, Delaware and Dallas, in-
stead of joining a group of 10 otolaryngologists in Chicago and join-
ing 2 otolaryngologists that is on call every third weekend and
every third night.

You can see it’s a little difficult to encourage physicians to come
to that type of a situation. Recruiting is a clear-cut major issue. So
why is there a 20 to 30 percent difference in our fees compared to
Chicago or New York or San Francisco? The reason is our fee
schedule is made up of what we call relative value units. And those
relative value units are all adjusted by the geographical region that
we serve.

There are three components to the relative value unit system,
and two that I think if we get accurate data we can agree on. The
cost of professional liability insurance, that’s one adjuster. The sec-
ond adjuster is the practice expense. Here in Iowa we not only have
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the cost of being on call more often, we also serve our communities
with outreach. We have significant expenses driving to smaller
towns to serve the patients in those communities. But the most
egregious penalty that physicians in Iowa face is quality work ef-
fort.

Work effort is the time the physical and mental energy spend
treating patients and the training of our physicians. Our physicians
here in Iowa have just exactly the same training, the same amount
of time that they spend with patients, the same effort and time and
in concentrating and remembering what the patients need. The ef-
fort for physicians here in Iowa is devalued. We are paid 4 percent
less than New York City, for example, because of that relative
value unit system adjustment of our fee schedule. I don’t under-
stand why we have a lower reimbursement for physician work ef-
fort. I can understand the differences in our malpractice and in our
practice expenses. I can’t understand the difference in the sustain-
able growth rate formula, but the sustainable growth rate formula
is a national penalty, not a regional penalty. And that gets to my
last point.

As Ms. Wilensky talked about, there are wide differences in phy-
sician practices around the country. This is the utilization that’s
quite different from region to region. There’s been a research group
that looked into the references for the difference in the cost. Why
is the reimbursement in Louisiana so much higher than in Iowa?
Why is the reimbursement so much higher in Washington, DC,
than it is in Iowa? The researchers found that there were vari-
ations in high-spending areas and low-spending areas. There were
greater than 60 percent differences in those costs, and they found—
I'm happy to have you read my reference. They found that those
differences in cost were entirely due to utilization.

Utilization is a physician and patient decision. What tests do the
physicians do? What expensive or cheaper drugs do the physicians
give? Should the patient have conservative or aggressive treat-
ment? Should the patient be in the intensive care unit? Should
they be in the hospital longer? How many visits does that patient
with Alzheimer’s disease or Parkinson’s disease get? Those deci-
sions on utilization affect health care cost, and they vary tremen-
dously from state to state.

Here in Iowa we have the sixth highest quality by Centers for
Medicare Services measurements. In Louisiana they are last in the
country. In Washington DC, they are 37th in health care quality.
The people in Iowa and the physicians in Iowa feel that these pen-
alties of the sustainable growth rate formula and geographical ad-
justments for work effort are not fair, and we hope that you will
be able to make some changes.

Thank you, Senator Grassley, for allowing me to speak today.

The CHAIRMAN. Yes. And you said you have some data. If you
will give that to us, we’ll be sure to include that in the record. Mr.
Earley?

[The prepared statement of Dr. Kitchell appears in the appen-
dix.]
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STATEMENT OF J. MICHAEL EARLEY, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, BANKERS TRUST COMPANY, DES
MOINES, TA

Mr. EARLEY. Thank you, Senator Grassley. I appreciate you
bringing the field here to Des Moines, Iowa. I'm of the opinion that
the 1ssue of Medicare reimbursement is the single most important
issue, Federal issue, facing Iowa.

It is widely understood by experts that we’ve heard today that
the Medicare reimbursement scheme is unfair. Annual Medicare
payments per beneficiary by state, lowa is arguably at 3,200, give
or take. The United States average is 70 percent higher than that.
Louisiana is 137 percent higher than that. I should note that as
background that Iowa hospitals rank extremely high in terms of
quality. A recent American Journal of Medicine indicated that we
are sixth in the nation in terms of quality.

I'm on the board of Mercy Medical Center here in Des Moines,
Iowa, and I asked them to assist me with some information on how
our hospital is affected by this unfair reimbursement plan. Their
analysis showed that if Mercy of Des Moines were to receive the
payment rate of any hospital outside of Iowa that they would re-
ceive more reimbursement for essentially the same effort and the
same work.

Let me give you some examples. If Mercy were in Omaha, 140
miles away, in a community that we compete with daily on all
forms of services, the reimbursement for Mercy would have been
$7.3 million higher; St. Cloud, Minnesota, $6 million more; Sioux
Falls, South Dakota, 22 million more. Mercy is just one hospital
in our state, and I've been told that it’s estimated that difference
statewide is approaching $100 million.

As a consequence of this unfair scheme, Iowa hospitals find it ex-
tremely difficult to recruit and retain nursing professionals, and
there’s already a tremendous shortage in that area. Iowa hospitals
are forced to rely more heavily on donor support to upkeep their
equipment, maintain their equipment. Physicians in Iowa are
taken advantage of by the Federal Government. Significant pay-
ment differentials have already been shared with you as high as
40 percent. Des Moines has lost and continues to lose key special-
ists; 14 in the last 12 months. Iowa is ranked 47th in physicians
per capita.

It’s becoming more widely understood in the business community
that rates paid by non-Medicare individuals and businesses are
being pushed higher in Iowa than in other States because Iowa
hospitals are not even able to recoup the cost of providing Medicare
to Medicare recipients. Other States enjoy as much as a 20 percent
margin of Medicare reimbursement over their cost. In Iowa our re-
imbursement rate, as I understand it, falls far short of covering our
cost. The difference in this shortfall is made up by charging more
to Medicare—non-Medicare individuals such as myself and my em-
ployees.

I re-emphasis here, Senator Grassley, that the increase to non-
Medicare individuals occurred in Iowa occurs in spite of the fact
that we have an extremely high level of quality in our state. Iowa
hospitals are also very efficient, as been evident by the American
Hospital Association study that those—that our daily patient costs
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are considerably less than the U.S. average. And as a result, lowa’s
inpatient costs are sixth and outpatient costs are second.

Furthermore, I wanted to note that our insured, Wellmark Blue
Cross/Blue Shield of Iowa, has worked very closely with employers
and other health care providers in this state to address these costs.
They’ve worked on us to develop a pilet project that will change the
utilization of services that will drive our costs lower. They've cre-
ated a unique Wellmark report which was a tremendous aid to em-
ployers and health care professionals in reducing costs.

So in spite of extraordinary efforts on behalf of our health care
providers and our insured to provide quality and efficiency, Iowa
falls farther and farther behind in terms of lower reimbursement.
Our economic system was not designed to penalize top perform-
ance, but that’s exactly what the medical reimbursement scheme is
doing to Iowans, Iowa hospitals and Iowa health providers. I pay
taxes with pride, but I'm alarmed to know that the payroll rate
that I pay of 1.45 percent is paid by every other—the same rate
is paid by every other recipient, but the recipients in Iowa receive
on average $500 less recipient nationwide. And I question why is
that. My mother who lives in Cedar Rapids is 89 years old, and I
wonder, aren’t her health issues as critical and as important to her
and her family as those recipients in Nebraska and Louisiana?

I become angry when I think how other States recruit our doc-
tors, who are my neighbors and friends. I can just visualize how
they use the medical reimbursement chart. First they use that
chart to determine where the lowest payers are, Iowa, and then
they use the American Medical Association Journal to find out the
highest quality is from Iowa, so they’re going to go to Iowa to re-
cruit our doctors, my neighbors.

Second, theyre going to recruit those doctors by showing them
the reimbursement plan and saying, For doing the same amount of
work, you’ll be able to recover 47 percent more. You can reduce the
time in your practice and spend more time with your family by
moving across the river to Nebraska. You know, it’s one thing to
compete with the sunbelt, their climate, but it’s disheartening to
know that the taxes I pay are funding the cash incentive to recruit
the doctors from our community and leave and go to Nebraska.

Finally, I can only imagine how the Iowa Economic Development
Team feels when they call on Iowa employers and find out that a
representative from Nebraska had been there and showed them
that same chart and has encouraged them to build their next plant
across the river in Nebraska and enjoy lower costs because that
state has a higher reimbursement cost recovery rate.

I'm not a health care expert, but what I'm here about today is
to ask for equity and fairness in this reimbursement system, Sen-
ator Grassley, and I ask it be done rapidly because it’s most inju-
rious to our economic and the health of our Medicare recipients in
the State of Iowa. Thank you, Senator Grassley.

The CHAIRMAN. Thank you, Mr. Earley. Mr. Forsyth.

[The prepared statement of Mr. Earley appears in the appendix.]
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STATEMENT OF JOHN D. FORSYTH, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, WELLMARK, INC., DES MOINES, IA

Mr. FOrRSYTH. Thank you, Mr. Chairman, for scheduling this
meeting here in Des Moines today. I appreciate the opportunity to
share some of my thoughts on Iowa’s outstanding health care sys-
tem and the increasingly negative impact on Medicare payment on
Iowa’s hospitals and physicians.

I first would like to say a couple of things. I didn’t write any of
my colleagues’ testimony. Second, when I saw you earlier today, I
noted the first time in 20 some years I forgot my watch, but I will
try not to borrow any Mr. Holcomb’s time.

One thing that I think we can all agree on is Iowa’s physicians
and hospitals deliver outstanding value to Iowa seniors and the
Medicare systems both in terms of quality and cost. We have two
excellent ex-HCFA administrators here, and I think both of them
testified to that fact. In fact, there was no question about the fol-
lowing: the level of quality of care that the Medicare recipients re-
ceive in Iowa. And two of the panelists did quote Medicare’s own
quality improvement report of 2000, 2001, which ranked Iowa num-
ber sixth in the country.

I also think that Medicare costs are among the lowest in the
country. Now, we heard Dr. Wilensky say on her preferred meas-
ure, I think it was 35th. We know that we have seen things that
have come out of the hospital association that are 50th or 49th,
46th. Ms. DeParle measures, I think she started saying that we
were 75th—75 percent of national average, and then with every ad-
justment that MedPAC could think of, we became the 90th per-
centile of the national average. And she didn’t comment about the
standard deviation there because I am sure there was a huge
standard of deviation.

My experience with smart people is they can do anything with
data. So if you start all kinds of assumptions with data, you can
prove it with data. But it’s pretty clear that Iowa benefits from an
outstanding group of physicians and hospitals that attract great
value to Medicare recipients. A recent Dartmouth Medical School
study—it was reported in the Annals of Internal Medicine in Feb-
ruary of this year—confirmed the fact that neither quality of care
nor access to services appear to be better for Medicare enrollees in
higher-cost States, and Dr. Wilensky talks about that. I think she
said 5 percent of the cost she’d seen had been driven by the serv-
ices. And, again, that’s attributable in terms of cost-effective pro-
viders who have practiced historically and currently in Iowa. One
of the problems is the system is penalized for being efficient and
effective, inconsistent with any system that you try to set up in the
private sector, or I would hope in the public sector.

Now, the same health care system in Iowa that has dem-
onstrated high value for Medicare recipients is also delivered on ex-
ceptional value for residents under age 65. So as both of you point-
ed out, Iowa is always in the top seven or eight, if not number one,
in the country. My written testimony, I believe, shows about three
studies where we’re between first and seventh.

We've also done a great job as it relates to uninsured citizens.
So if you look right now, IOM most recently reports that we have
8.7 percent uninsured, the lowest in the country. Other reports
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have us at 7.4 percent, again, the lowest in the country. And if you
look at that over any period of time, over the last 20 years, we have
among the lowest uninsured rate in the country, anyplace in the
country. And, again, I go back to that because of the effectiveness
of the providers in hospitals and physicians in the State of Iowa.

And, as Dr. Wilensky pointed out, that should mean that our
health insurance rates are more competitive. And I believe that’s
the case. We've looked at hospital rates, and recently Family USA
reported the average premium for a 25-year-old in Iowa is 16 per-
cent lower than the national average and for a 55-year-old is 16
percent lower than the national average. So we do have a competi-
tive advantage as a state based on the efficiency and effectiveness
of our doctors and our hospitals.

Again, this says that we have a high value of health system in
TIowa. The concern that I and others have is the integrity of Iowa’s
health care system. It’s building and continues to build in spite of
these high-valued services. The services are being threatened with
Medicare, the largest single purchaser of health care in the state,
increasingly paying less than its fair share, as my colleagues from
the provider community so appropriately testified to.

Historically Iowa doctors and hospitals have responded to Medi-
care payment equities by the only tools readily available to them.
They could increase efficiency, and they’ve done that. And over
time I think you look at the measures in Iowa and say that the effi-
ciency and effectiveness of care is not only high, it’s increased.
Many of our rural hospitals are supported on a county tax base,
and so the people in those areas are, in some sense, being double
taxeld because they have increased the tax support for their hos-
pitals.

And the last available is shifting costs to the private side of their
practices. Now, as a company, we estimate between 10 and 15 per-
cent of our payments to Iowa hospitals and physicians are attrib-
utable to Medicare/Medicaid cost-shifting. We think the data is
fairly good data because we used to use the cost report as a vehicle
to Medicare costs. So we have some very good historical data.

Now, said another way, we could reduce our premiums by 10, 15
percent if Medicare paid hospitals and physicians fairly. And there
was a judgment made to pass all those savings along to our cus-
tomers. Now, business and individuals who purchase private insur-
ance have seen their health care costs escalate dramatically to the
point that coverage makes it seemingly not affordable to some
Towans.

In my written testimony you’ll see that from an administrator’s
perspective our company has maintained relatively quite a discount
over the last 7 years. And they’re very competitive on a national
basis. At the same time, for the last 5 years the cost in terms of
medical costs have gone up by 45 percent. And we’ve heard a num-
ber of underlying drivers of cost expenses: technology, technological
advances, drug treatment, medical devices, aging population, high-
er incident of chronic diseases, funding of the uncompensated area,
which is the 8.74 percent without insurance, and last, but certainly
not least, the cost shifts from Medicare shortfalls.

Now, providers have historically had the ability to cost shift to
the private side, and this is becoming increasingly difficult because



21

payers, including my company, are seeking ways to limit their ex-
posure to cost-shift. So where in the past one might pay a percent-
age of fees or charges, we now have fee schedules. And we update
those on an annual basis.

So this is a deterrent, creating further stress on the hospitals
and physicians and their financial situations. The long-term con-
sequence for inadequate Medicare payments are clear. It’s going to
be an erosion of the quality of the health care system in Iowa, and
on another level it’s going to be a drag on the Iowa economy.

We're very interested in economic development in Iowa. We
should have a major competitive advantage as it relates to our
health care expenses. And because of the existing reimbursement
from Medicare, that advantage has been significantly mitigated.

Now, I agree with our two ex-HCFA administrators that we
ought to be thinking of a Medicare program as to how we purchase
value. And to me, value is looking at cost and looking at quality.
So value is cost-effective. That’s certainly how we would do it in the
private sector. We in the Midwest have seven Blue Cross plans and
state hospitals associations. Iowa, Minnesota, Montana, Nebraska,
North Dakota, and South Dakota, as well as Wisconsin, have got-
ten together over about the last 2 months to see if we can’t come
up with a measure that we could recommend, and Mr. Holcomb ref-
erenced part of our thinking. But the idea is that it sounds as
though there’s an agreement on how one measures quality. So we
should be able to measure quality. It sounds like there’s a bit of
a disagreement yet on the best measure of cost, but we certainly
ought to measure cost and cost effectiveness. You put together the
low cost, the high quality, and you look at that in 25 percent of the
States, and you would think it would behoove us to have some kind
of an add-on. Mr. Holcomb recommended a 5 percent add-on for the
most cost-effective States, those that provide the greatest value.

We've looked at a number of different ways to measure cost,
though I'm not sure it’s your way of measuring cost, and looked at
value. Right now Iowa would become fourth in the nation as it re-
lates to adding value to the Medicare program. Now, both of our
ex-HCFA administrators suggested we go that direction but sug-
gested it be a demonstration project, if I heard your testimony cor-
rectly.

And, Senator, I urge you not to go forward with a demonstration
project. The experience of demonstration projects takes the pres-
sure off the underlying issue, but it doesn’t solve the issue for
Iowans on a go-forward basis. So sometimes demonstration projects
are appropriate. I would suggest to you at this time a demonstra-
tion project isn’t appropriate.

The last thing I would say is, I'm sure at a point in time the sys-
tem was probably in balance. If you have a system that gives per-
centage increases as opposed to the absolute dollar increases. the
differential in payment over any period of time becomes very dra-
matic, so that standard deviation becomes fairly dramatic. So we
ought to look at ways to reduce the standard deviation. I'm not say-
ing that you take away dollars from the highest paid. And you and
I in the past have talked about giving absolute dollar increases as
opposed to percentage increases for some period of time.
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So we’re pleased that you’ve brought this hearing to Iowa. We're
pleased we've been able to provide testimony. We look forward to
working with you and others to help provide solutions.

4 [The prepared statement of Mr. Forsyth appears in the appen-
ix.]

The CHAIRMAN. I thought about your comment about percentage
increases and what that does. When I was chairman of the Appro-
priations Committee in the Iowa Legislature, I suggested dollar in-
creases based on the average increase so that the high and the low
would get the same dollar increase. And I was accused by all of my
colleagues of being socialistic in my vote. However, I tend to agree
with you. Once there’s a certain differential set, it gets ridiculous
after a while. So I agree with your suggestion. I don’t know wheth-
er it’s reasonable that we could get that done or not.

At this point I want the audience to think in terms of what I sug-
gested previously, that if you have questions that you want to put
on your three-by-five cards, now’s the time to do it. And I would
suggest you put your name and address so that if we don’t get to
any or—we, obviously, won’t get to all of them. If you want an an-
swer from my office—I can’t speak for the participants here, but I
can sure speak for myself—that I'd be glad to give you my opinion
to your answer in writing.

I'm going to ask—before I ask you individuals questions, I think
I ought to ask our panel from former CMS people if they could ad-
dress the point made by this report, cite from other witnesses, the
effect that there’s a 6910 percent difference between Iowa hospitals
average Medicare margin and the national average, a minus 6.5
percent, 6.5 percent, to a positive point %10 of a percent clearly in-
dicating an unfair and unsubstantially unfair reimbursement.

What are we to make of this differential, and what does it tell
us about the fairness of the program?

Dr. WILENSKY. I'm going to do a broader response into the par-
ticular margin that you’ve looked. MedPAC has identified for some
years now at least two of the recommendations that were issued
before the recommendations when I was there in 2001, that there
are four adjustments that would help rural hospitals and, there-
fore, help Iowa in balance with that, help Iowa uniformly.

One is a low-volume adjustment. We do know historically that
hospitals with low volume have a higher cost. That’s a rec-
ommendation that has been floating around for several years. That
would help.

A second one is the so-called issue supporting the chair payment
that has been in the past. There has been some adjustments that
have already been made in the 2000 legislation—I think in the
DRA 99—but there still needs to be an increase in the cap that is
paid for the disproportion share. That would help Iowa. One of you
raised the question about how much goes to labor. I'm not sure I'll
buy 50 percent, but there is some agreement that 71 percent, which
is the labor share that’s used in the current hospital payment, is
probably too high. It ought to be an imperical-based measure. And
I have not seen 50, but I have seen in the 60’s, and that would also
help Iowa.

And finally, historically there been a differential between urban
hospitals and all other hospitals, many urban and other urban
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versus rural, and that would also help. So I think there are some
suggestions that MedPAC has made some of them now for several
years that it would be possible to include those adjustments. It
would help the Iowa hospitals.

If you don’t mind, the only comment—I have lots of comments,
and maybe afterwards I'll have a chance to share one. But the no-
tion that the Medicare, the current Medicare, is injurious to the
Medicare beneficiary is something I can’t let slide. Everything that
we know says it is not injurious to the Medicare beneficiary. The
quality is high, the payments are low because the cost-sharing is
low, the Medigap is lower, and the dollars actually paid into the
HI trust fund, the rate might be the same, but the wages are
lower, so actually payments have gone in.

What you are rightly concerned about is whether over time some-
thing might happen to the provider system, institutional or physi-
cian, if we don’t get some of these changes put in place. And I
think both of us have indicated our sympathy that there are some
changes; not all of the ones we’ve heard but differently some of the
ones we've heard that we agree with, and that, in addition, it
would be good to reward quality, which Iowa seems to provide.

But I do think it’s important to not believe that the current sys-
tem is injurious to the Medicare beneficiaries. There’s absolutely no
indication that that’s the case. And I hate to have your audience
walk away with that.

The CHAIRMAN. Do you want to add to that, or should I go on?

Ms. DEPARLE. If I can, just one point.

The CHAIRMAN. Please.

Ms. DEPARLE. Dr. Wilensky did outline the recommendations
that MedPAC has made to the Congress that I think would help
to deal with many of the issues that have been raised insofar as
they deal with hospitals in particular; for example, the hospital
margin issues you raised, Senator, adjusting the base rate so that
there’s no longer a difference in base rates for the urban areas and
the small urban and rural would make a difference.

You know, changing the labor—the labor share used for the geo-
graphic adjustment, which I think Mr. Holcomb referred to and Dr.
Wilensky just referred to, those are all things that have been rec-
ommended, and we hope to work with the Congress in the next
year on doing some of those things. And I think that would help
make a difference.

Also on physician payments—and I guess Dr. Kitchell talked a
lot about that—MedPAC has said that the physician payment for-
mula for the entire country needs to be relooked at. And it’s a very
expensive and difficult undertaking to go back into all that again,
bu‘ilthat would perhaps help to deal with some of these issues as
well.

The CHAIRMAN. Let me suggest the extent to which you want to
work with us, and we want you to work with us, but that would
not be—that would be sometime within the next 2 months because
our time table is Medicare issues to be on the floor of the Senate
by July—or by mid-June. So in that time frame we would welcome
very much.

I'm going to start with Dr. Kitchell. I'm not sure I'll have ques-
tions of everyone. And one of the things said by some analysts that
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contributes to low Medicare spending in Iowa is the low utilization,
low intensity, compared to utilization and intensity of other States.
These analysts say that Medicare money follows beneficiaries and
their service utilization. These same analysts say that the conserv-
ative physician practice in Iowa are the major reasons why Medi-
care reimbursement for beneficiaries in Iowa is low and simply ask
you as a professional who deals with this practice of medicine in
Towa to respond.

Dr. KiTCHELL. Yes. I think the first thing that I'd like to say is
it’s very clear that the training, experience, and effort of the physi-
cian is very important. And higher quality care is actually lower
cost because the physician does the right procedures, and the pa-
tients have better outcome. Preventative care is actually much bet-
ter than the lower paid, lower reimbursed States, than in higher
reimbursed States. So to answer this, I don’t know how we get phy-
sicians all over the country to practice high-quality, cost-effective
care. That is certainly a major problem. But here in Iowa we are
penalized for our low utilization, high-quality care.

The CHAIRMAN. Mr. Forsyth, I'd like to clarify Medicare’s con-
tribution to the cost-shift problems that you discussed. You men-
tioned that care received by those without insurance contribute to
cost-shifting. Do you know how much uncompensated care contrib-
utes to cost-shifting? And then, of course, I don’t know whether this
program is not about Medicaid, but would—that, obviously, is a big
player in Iowa. Is that an adequate payer? And I ask that from the
standpoint that at least on Medicaid the Federal Government have
an open checking account that States can draw on for Medicaid. We
pay 16 percent of a dollar spent. So it’s kind of determined by the
state and practice of medicine how much is spent; but most impor-
tantly Medicare, possibly Medicaid.

Mr. FORSYTH. I don’t know the answer of how much relates to
uncompensated care. But when you have 8 plus percent of your
population and they’re all receiving care, that clearly has to have
an impact on physicians and hospitals. On the issue of Medicaid,
there are significant issues in the State of Iowa currently as it re-
lates to Medicaid reimbursement, inadequacies of the Medicaid re-
imbursement. And off the top of my head, Senator, I don’t have all
these numbers, but I could easily get those for you.

The CHAIRMAN. Okay. And if you do and you can get them to us
in a period of time before our transcript is finished, I'd appreciate
it. Are they readily available? I don’t think we should put you
through a lot of extra work.

Mr. ForsYTH. They’re readily available through the Hospital As-
sociation and Medical Society in the state.

The CHAIRMAN. Let met ask you also as a follow-up, you made
a number of suggestions for ways to make Medicare reimbursement
to Iowa providers more equitable. Are you able to say how much
additional Medicare money those changes, even if it were a rough
guesstimate, would bring to Iowa providers? Or let me say it an-
other way. Would additional reimbursement for services match
what your analysis found the dollar value for cost-shift?

Mr. FOrRSYTH. The answer would be no. If you were just to do the
5 percent add-on for the most highly efficient, high-value States
that that does not make up the entire difference of the cost shift.
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It would being in 5 percent value dollars assuming you’re in and
you’re out. Jowa was in that. And we already said the cost-shift is
10 to 15 percent, so it would be a fraction of that amount.

The CHAIRMAN. Mr. Earley, you made a very good statement,
there’s some—about the reimbursement differences between Des
Moines and neighboring communities seem very difficult to under-
stand. How could a major hospital and a sophisticated facility like
we have in Des Moines be paid at a rate less than the smallest
rural hospital in Minnesota? Some of the material with your at-
tachments was very graphic. For instance, it’s hard to understand
how the wage index in Des Moines is at .8827 could be less than
the rural Minnesota 0.1951, or rural Wisconsin 0.9162, or Sioux
Falls 0.9257.

Is there any way that the financial officers, for instance, at
Mercy have been able to explain to you why there’s such a
counterintuitive difference between these communities? And if you
can’t explain, maybe we can get it through the record. Or could
anybody else on the panel explain the difference.

Mr. EARLEY. I'm sorry. I don’t have an answer to that.

The CHAIRMAN. Maybe we could get an answer in writing, then.
Can you do that?

Ms. DEPARLE. Mr. Chairman?

The CHAIRMAN. Yes. Go ahead.

Ms. DEPARLE. This may be one of those places we have some dis-
cussions after this, but I was curious when Mr. Earley was testi-
fying because the information that I have indicates that at least—
I think this goes back to what I was saying before about the swing
among counties within a state. It’s one thing to look at the state
level, and that’s what we’re talking about today. But if you look at
Iowa, for example, you can go from counties that are 30 percent
below the national average to counties that are 25 percent above
the national average in Medicare.

If you look at physician payment rates, these are averages,
again, state averages, but in Iowa the Medicare physician payment
rate for an initial office visit for this year is supposed to be $92.80,
for Nebraska it’s $89.32, for Minnesota it’s $95.69. So Iowa’s slight-
ly higher than Nebraska, slightly lower than Minnesota. If I look
at San Francisco, it’s $123. That’s a lot higher. But then the rest
of California—and that probably includes some rural areas—is clos-
er to $104. So there seems to be—I think this shakes out a little
bit more the way you suggested earlier, as an urban rural issue,
and it isn’t—at least some of the numbers I have are a little dif-
ferent than the ones I think some of my colleagues on the other
panel have. So we could probably talk about that.

Dr. KITCHELL. Actually, if I could make a comment, I think, be-
cause Ms. DeParle is correct. The physician’s fees here in Iowa are
not the lowest in the country. We rank 80th out of 89 regions. But
as I was saying, the differential in those payment rates is between
20 to 30 percent in Chicago, California, San Francisco, and New
York. And the work ethic part of the physician fee that should not
vary is actually a differential 14 percent. New York City versus
rural Missouri, for example, is 14 percent higher for the same ef-
fort, the same work.
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The CHAIRMAN. I'm going to ask a question from the audience.
Do we think Medicare should reimburse all U.S. doctors and hos-
pitals at the same rate per service provided regardless of cost of
living in their geographic areas, regardless of price of office rent,
regardless of price of wages in the geographical area, regardless of
the cost of malpractice insurance in the areas? That’s one question.
And then what would be a valid gypsy; that’s a geographical vari-
ation.

And I would suggest for the second question I would answer—
other people can answer as well—but we did have a factor involved
in that in the Grassley-Bockus Bill last fall that I think would have
brought us up to the full .100, as I recall.

And then maybe just before other people comment on the first
question, I think mostly from Dr. Kitchell, and maybe also from
Mr. Holcomb, I think what the pleading is for professional services
that it be reimbursed the same, large city versus small city, as op-
posed to other things that are affiliated with the practice of medi-
cine and the delivery of health care. Would that be a fair sum-
mary?

And then anybody that wants to respond to this question from
the audience, please do that now.

Dr. KiTCHELL. Would you like me to respond first?

The CHAIRMAN. Yes. You don’t have to agree with me. I'm just
trying to summarize.

Dr. KITCHELL. Physicians certainly agree that the cost of profes-
sional liability is much higher in Miami, Florida, than it is in Iowa.
Physicians certainly agree that there are differences in practice of
cost. We do have cheaper rent. But our equipment, our technology,
our magnetic resonance scan here is the same cost as it is in New
York City. Our equipment is the same cost.

What is the cost, though, of being on call more often? I go to
Marshalltown, Iowa Falls, Webster City. I go to those places five
times a month. No one reimburses me for my travel time to those
places. So we need to make sure that the costs that are being
measured are not just those of New York City. We actually strive
to see patients.

But getting back to your question, Senator Grassley, the issue
here for most physicians is if there are going to be geographic dif-
ferences, let’s make them realistic. Let’s make them actual costs.
And the substantial growth rate is a national adjustment, whereas
the work effort, which should be not a national adjustment, is ad-
justed. The sustainable growth rate penalizes us, rather than pe-
nalize the States where the physicians take six times as many vis-
its from the patient. The study from Darmouth group also indi-
cated that if the last 6 months of life of the patients in Miami,
Florida, they actually were seen six times as often by specialists as
in the Minneapolis area.

So physicians make those decisions about how many office visits,
how many procedures are done. They do control cost. They do con-
trol some of the reimbursement. So if there are geographical vari-
ations, let’s make it more fair.

The CHAIRMAN. I think that was Dr. Wineburg between Min-
neapolis and Miami. There was $50,000 difference between the last
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few years of the life of a senior. I'd like to have on the same ques-
tion as a commentary from one or the other.

Dr. WILENSKY. The issue about whether you should ignore the
cost-of-living differences is a simple one, at least from a market-
based economy, is no, because these are real legitimate cost of dif-
ferences, and you can’t ignore them. That doesn’t respond to the
issue about whether the right ones are being used. I actually think
the problem with physician payment is much bigger than any of
you are talking about. The issue with regard to the sustainable
growth rate is, why does it make sense to limit physician spending
in growth of the national economy? The answer is, it doesn’t. So
one of the serious questions is whether or not to keep the sustain-
able growth rate measures at all.

And the second is that many conservative practices in the state.
It will hurt all conservative-practicing physicians because
everybody’s fees get whacked across the board. But in the States
that are aggressive in terms of volume of services they can make
up in volume what they lose in the price per unit.

I personally think actually the problem is even greater still, and
that is that the entire resource base relative value scale may need
to be re-thought, somehow re-thought that coming out with 9,000
right prices, basically the number of codes in the CPT system, was
going to drastically improve the system we had been using before
it, which did penalize primary care physicians and did penalize
rural physicians, but I'm not at all sure why we thought we made
the system better by the relative value scale.

So if the finance committee was sufficiently aggressive in its un-
dertaking, it should not only rethink the sustainable growth rate,
I think it needs to rethink these whole relative value judgments
that are being used that are brought into question by physicians
all of the time. I'm not sure as to why there’s a geographic adjust-
ment on the work effort, but I have as many problems about the
work effort in its entirety as I do about having a geographic adjust-
ment. You do, obviously, have to acknowledge that both practice ex-
penses and malpractice differ dramatically around the country, and
to ignore them would be fool-hearted, at best. But I think there are
major problems with how we reimburse physicians. And any con-
servative-practicing physicians has been particularly hard-hit when
the sustainable growth rate has been reducing fees as it would
have this year if the Congress hadn’t intervened and as it did last
year and it will next year.

The CHAIRMAN. Nancy-Ann, this question was to you. What
would increase payments due to Iowa premiums and copays?

Ms. DEPARLE. Well, when Medicare—first of all, I agree with ev-
erything Dr. Gail Wilensky said. I think she’s right. We have a big-
ger problem with physician payment adjustment, geographic ad-
justment. And I think the issue is what are the appropriate things
to take into account. And, unfortunately, this may involve going
back to the drawing board, which would be a very difficult process.

Higher spending in Medicare, for example, if there is more
spending in part B of Medicare for physician office visits and other
things, then that drives people’s premiums up in Medicare in Iowa
and across the country. There, though, as well, at least on the
Medicare premium that every beneficiary pays, to some extent, I
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think Iowa is helping other parts of the company in the conserv-
ative practice pattern. To some extent, Iowa, perhaps Iowa bene-
ficiaries, are hurt a little bit by more aggressive practice patterns,
more aggressive spending in other parts of the country.

And you and I talked about this, Senator, back during the Bal-
anced Budget Act days when the home health issue was very big.
And as you'll recall, there were parts of the country where there
were more home health agencies, I think one of your colleagues
said, than there were McDonald’s in his state. That was not the
case here in Iowa, but it was driving up home health spending to
a point where all beneficiaries were probably paying more than
they should. So this was one of those issues that’s very difficult to
solve.

The CHAIRMAN. I remember in those days the average Iowan got
a home health visit of times a year, compared to Texas in the
neighborhood of 140, Louisiana in the neighborhood of 140, as an
example.

The next question is to me. Can we increase payments to pro-
viders and give all Iowans who seek Medicare prescription drug
programs in an affordable, meaningful benefit? The macro answer
is, working within $400 billion, yes, based upon what we were try-
ing to do a year ago within $370 billion, of which a larger share
of it would, of course, be for the prescription drug program. But re-
member, we're talking about more than just providing prescription
drugs for seniors. We're talking about that if we were to write the
first Medicare program that the United States ever had, if we were
writing that right now, we would include prescription drugs in
that.

So it’s about bringing Medicare into the 21st century. In 1965 the
practice of medicine was to put everybody in the hospital, and
drugs were about 1 percent of the cost of medicine. Today, I be-
lieve, they’re 11 or 12 percent the cost of medicine. And the prac-
tice of medicine is to keep people out of hospitals as much as you
can, and prescription drugs have a great part to do with it. So
we're talking about more than just an additional benefit for sen-
iors.

And within the program that we put together in October in
what’s called the Grassley-Bockus Bipartisan Bill at that time,
which, obviously, didn’t become law or we wouldn’t be talking
about it now, but within in framework, I would say, yes, it is do-
able. But I would also say to you this way, that I think that at
least as far as the Senate is concerned, beyond $400 billion, if
something happened so that prescription drugs/improvement Medi-
care ate up that money, I would find it necessary to take the issue
of Medicare equity to the floor and be subject to a point of order
and hopefully get the 60 votes necessary to go beyond the $400 bil-
lion.

One other factor is that there’s people trying to squeeze into the
$400 billion, the $54 billion we did for doctor adjustment last Janu-
ary; otherwise, it would have taken a 4.4 percent decrease. As it
turns out, the formula had a flaw in it. We fixed that flaw, and
there was a 1%10 percent increase. That’s the national standard
that Dr. Kitchell was talking about.
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Some people in the House are trying to take the view that that
$54 billion comes out of $400 billion. I'm talking the view that if
the formula had not had a flaw in it, the doctors would have been
paid that $54 billion, and I don’t intend to get charged for $54 bil-
lion for something that was somebody else’s fault.

Is it true—I think Iowans will have to answer this, and I'm not
sure I have an answer to it. Is it true that property tax that is used
by rural hospitals has reduced Medicare reimbursement? Can
anybody——

UNKNOWN SPEAKER. No. I don’t believe that’s the case. I think,
though, what happen is when the budget shortfalls because of
Medicare reimbursement, they might increase the tax to maintain
the viability of the county hospital.

The CHAIRMAN. Now, that’s what I heard when I've had my coun-
ty meetings at county hospitals.

Then let’s go—this one would be for this panel. What’s wrong—
from a public policy perspective—with having the labor portion of
the wage index reflect that percentage of salaries and benefits in
a given county, state, et cetera? Is that clear?

Dr. WILENSKY. The idea of having a DRG payment, a payment
to hospitals, is to have a national payment rate and then make
local adjustments to reflect the cost of actually providing the serv-
ice in that local area.

You definitely want to measure the cost of providing the service
locally, the input cost. But the idea was to get away from this cost-
based system. And what this would be doing is moving back toward
a cost-based system.

So you don’t want to have the share bearing, you should say,
well, if you do that, why don’t you just pay what the cost is. And
the answer is you don’t do that because it gets very inflationary to
have cost-base reimbursement. So you want to pick at the national,
at the average level, what share is labor and what share is other
expenses but use the actual labor cost. To try to do this balance
of saying, you're trying to get to an average reimbursement, but
you’re trying to do so reflecting actual cost. Again, all of this re-
flects the difficulty of having the price-administered system go into
place where you're trying to come up with the government deter-
mine the price rather than the market determine the price. Again,
from a market-based economist, it reminds me why it’s hard.

The CHAIRMAN. Here’s a question for both of you. Because of the
MedPAC relationship, why does MedPAC use 2000 data when it is
purportedly 2003? In 2000 my hospital lost 430,000 from cost care
for Medicare patients. In 2001 that loss grew to 1.6 million, and
for 2002 we expect that it will grow to over 2 million. By the time
you use 2001 data, we may have to stop caring for Medicare pa-
tients. The problem is payment is well below cost.

Ms. DEPARLE. That’s a very good question. And if you go on the
Internet and look at www.medpac.government, and look at the
transcript of our last meeting back in March, you will see that the
commissioners spent quite a bit of time complaining about that
themselves. The problem—and that’s why this is helpful for us to
hear your stories about how things are going in your hospitals. The
problem is that the data that the Centers for Medicare and Med-
icaid that any of us have is lagged partly because of the way that
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hospitals are paid by Medicare and the cost-reporting process. And
as we can all see here, it’s very important to get the numbers as
close to accurate as possible.

But that process takes a lot more time than any of us would like,
and there have been efforts made to speed it up. But it just takes
a long time. So that’s one that we love a solution to. And any more
current data that you can provide through the senators is obviously
very helpful.

The CHAIRMAN. Dr. Wilensky, this would be kind of a challenge
to your opening remarks. Do you know the number of Iowans who
seek health care in our States and those who go south in the win-
ter? If so, what are those numbers? And if not, how can those fig-
ures play into your estimate about reimbursement in Iowa?

Dr. WILENSKY. I shared some of the data from MedPAC that
Nancy DeParle had cited earlier. And the numbers, as I recall by
memory, is that 16 percent sought care outside of the state, and
there was an 8 percent inflow. So there was a net of in migration
of services of approximately 8 percent. I will provide that in writ-
ing. But that is my recollection of the numbers that MedPAC had
put together, unlike a place, for example, like Washington, DC,
where I live, which had a net inflow into the community rather
than a net outflow.

Again, what the Centers for Medicare and Medicaid services can
do is to actually look at—or maybe MedPAC staff has done this,
actually—look at Iowans who seek care outside because it causes
the Medicare data, the files actually paid to the hospitals, will
allow that to be seen. What we don’t know is why they were doing
it, whether they were doing it because they were wintering some-
place warmer—as a Midwesterner, I can make that comment origi-
nally from Michigan—or whether it’s because they chose to go to
places like the Mayo Clinic, certainly near the northern part of
Iowa, for major procedures. That would be a little harder to figure
out, although, if you spend enough time trying to isolate, you could,
but I would provide that in writing. But I recall by memory, I think
it was a net differential of 8 percent, which is why the cash re-
ceipts become misleading. Expenditures by Iowans on Medicare
who are on Medicare eligibility, that is the relevant figure to use.

The CHAIRMAN. Here’s a question for me. I was disappointed that
you, meaning Senator Grassley, didn’t support Senator Harkin’s ef-
forts at Medicaid reimbursement. I hope that there are other ef-
forts underway to address the shortfall as well as Medicare prob-
lems. Was my information incorrect?

No. The vote was accurately reported in the newspaper, and it
came—well, maybe I ought to explain. When we have a budget up,
it’s the only process in the Senate that is that limited to a certain
number of hours of debate. Everyone else, as you know, some of
you might consider it a shortcoming of the Senate. There’s no limit
on debate, but that’s where my interests are protected. But there’s
a feeling that the budget policy is so important that those minority
interests should not be protected, that majority ought to rule.

So we had the budget up. And when we got done with the 50
hours of debate, there was an effort by democratic leadership, and
a lot of democratic members joined in that, and Senior Harkin’s
amendment was one of those. About 80 amendment were filed at
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the end of 50 hours with the sole purpose of extending the debate
three to 4 days longer, in other words, a filibuster by amendment
outside the process.

Now, we don’t have debates on the amendments. The amend-
ments are put up, and you vote them up or down. So this was a
series of amendments where the democrats were trying